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OFFICE OF REPORTS AND ESTIMATES, CIA
FAR EAST/PACIFIC DIVISION

INTELLIGENCE HIGHLIGHTS NO. 105
14 JUNE to 20 JUNE 19350

SECTION I. SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS

The defection of the thres Northern Koresan reprasentatives, sent
south to propagandize in favor of "national unity"; to the Southern
regime is hailed as a victory for the Republic of Horea (p. 2).

A fifty percent devaluation of the Taiwan dollar in recent weeks
is vliewed as 2 significant barometer of public confidence in the future
of the Chiness Nationalist regims (p. 3). '

Bao Dai's intended Myisit® abroad, evidently designed to bring
pressure on the French in Indochina, may prove to be & savers blow to
Western hopes for the development of a steble Vietnsm government (p. 3).

The long-rumored eplit in the majority Soc ialist Party in Burma
may soon be forced by the antlcs of leftist extremists who are chal-
lenging the Government's attempts to win Western ald (po 5},

(NOTE: Section 1II contains a digest and analysis of the
Chimess Communist policy statemsnt recently delivered
by MAOQ Tse-tung before the Central Committea.)

Ths marginal notations used in succeeding sections of this deekly
(van, mBM, ov “C") indicate the importance of the items in D/FE opinion
with "A" representing the most important.
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SECTION IL. DEVELOPMENTS IN SPEGIFIED AREAS

KOREA

Northern envoys desert to South--The Republic of Korea has scored an
important victery in the current propaganda battle initiated by norih-
arn Korea with its "appeals" over Radle Pyongyang for “national elections”
to unify Korea., On 13 June, two deys after thelr arrest wnile attempting
to enter southern Korea to distribute coples of a unification "appeal',

~ | three representatives from Pyongyang

switched their allegiance Lo the Republic and two of them ddlivered
effective broadecasts from Seoul to northern Korea on 15 June, The three
men, although not important Commnist officials, had lon7 records of
loyal Communist activity and support of the northern regime. It is be-
lieved that bthe defectlons were not induced by coercion. Rather, the
three men were impressed by the good treatment received from the Army,
the relatively free atmosphers in ths towns and villages, and the clear
evidence of cconomic progress - all completely opoosite to their pre-
conceptions based on Gommunist propaganda -~ and decided that the He-
public of Koree held the greatest promise for Korean unity on Korean
Lerms.

The twio who broadcast to the north described how thelr own prelimi-
pary observations had revealed the falsity of the Communist picture of
southern Korsa, and stated that they now falt Pyongyang's “unificatlon®

~ appeal to be mynilateral®, "hypocritical®, and merely designed to harasa

and impair Lhe Republlc's stabllity by attempting to make the southern
regime appear responsible for splitting the nation.

Faced with this reversal, the northsrn regime presented a new uni~
fication “groposal® over Radlo Pyongyang on 19 dJune. The new plan calls
for a joint meeting of the northern Suprems People'!s Assembly and the
southern National Assembly either in Seoul or Fyongyang as early ag
21 June, for the purpose of drawing up a mprepublican” constitutlon and
supervising nation-wlde slectio.s for a national legislative body under
the new consblitutlon.

The new plan is another move directed primarily at ths independents
and moderates recently elected to t he southern Korean Assembly. The
Communists apparently feel that these individusls are vulnerable tc super-—
ficially reasonable Munification” appeals and might be induced to consider
the proposals from Pyongyang geriously. The National Assembly, bowever,
ignored an earllier Communist invitation to consider the first unificablon
sappeal” at its opening session on 19 June, and in view of the defection.
of the three Communist representatives, it appears sven more probable that
ths Communist propaganda cempalgn will fall to achieve any of its possible
objectives,
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CHINA

Taiwan dollar weakens--~Public uneasiness in Taiwan concerning Nationale
1st prospacts is evidenced in the recent depreciation of the currency.
The black market rate for the US dollar climbed to more than $14 Talwan
to $1 US on 13 June, up some 50 % from the previous month. According
to the official statistics, there has been no expanding issue of cur~
rency to account for this depreclation. Despite strong pressure from
the business comnunity, the Nationalist goverament has thusfar adamantly
h3ld note circulation below the legal limit of 200 million Taiwan dollars,
The depreciabion, instead, apparently originates in a strong demand for
US dollars and goid on the part of persons anxious to remove thelr
assets from Taiwan.

Coupled with the depreciation in the Taiwan currency, the fallure
of the recent Natlonalist bond drive has underscored public doubts in
Taiwan, following the loss of Hailnan and the Chou Shan Islands. After
satting a gosl of 90 mlllion Taiwan dollars, the Nationalists had to
acknowledgs the failure of their bond drive when the public refused to
subscribe to more than half the flgure, Ultimate redemption of the
bonds hingez, of sourse, on the continued existence of the Nat ionalist
government . and the reluctance to buy the bonds derives in lerge part
from public misgiving on this polnt,

In the coming weeks, the financial market in Taiwan may serve as a
rough baromster of confidence in the Nationalist government,. As the
gold and fersign sxichange resources of the government dimdnish, it is
to be expected that confidence will 6bb, and public anxiety to dispose
of all asssts that represent Natlonalist government obligaticns will
be reflected in declining quotations for the Taiwan dollsr. If ths
publie should come to suspect ~- and grounds exist to Justify the sus-
picion -~ that the Nationalists have secretly expended some of the gold
allocated for currency backing, the depreciation of the Taiwan dollar
may take on panic proportions, The government, for its part, may seek
to avert a precipitate slump by selling gold and US dollars for Talwan-
dollars. A mors likely course s however, ~.dictated by the nscassity of
conserving its gold and foreign exchange resources o will be to lst
the Talwan dollar find its om lsvel., If the military lssus continues
unresolved, officlal circumspection in thus husbanding the diminishing
financial rescurces should gssure sufficient funds to continue operations
through 1950,

ANDOCHINA

Bao Dal plans walkout--The Chief of the Veltnam State, Bao Dei s has
shown profound discouragement over the Vietinamese sltuation in recent
days and has decided %o leave Vietnam for what may develop inte &
"stay-away" strike desimed to inducs French concessions. Bao Dai has
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told US officials in Saigon of his belief that the French are losing
ground militarily and have abandoned all plans for a political solution
of the Indochina dispute, Refuting the much~reiterated French conten~
tion that the Vistnamese are unwilling or unable to take advantage of
npowers" already granted them, Bao Dal stated that close French control
of finances makes it impossible for any genuine Vietnamese Covernment
to function or to develop popular support. Bao Dal insisted that the
French are afraid to take any real steps toward resolving these problems,
while indicating his understanding of the US interest in France as an
ally in Europe, stated that the US must view Vistnam as an Asian prob-
lem, In Bao Dai's opinion, only trivial results are to be expected
Irom the forthcoming conference of delegutes from the three Indochinese
states and France. ‘

It is not improbable that Bao Dal has, to some extent, overempha~
sized his dissatisfaction in an effort to induce the US to bring pressure
to bear on France. Nevertheless, his withdrawal from Vietnam at this
time would be a severe blow to hopes for the development of & stable
non-Communist regime in Indochina. Baso Dal has generally been recog-
nized as the unifying agent who has made some degree of cooperation
possible among the bickering and mutually suspicious elements which have
professed adherence to his government, and his departure would severely
shake the young natlon's structure.

Implied criticism of the French on Bao Dal's part can be expected
to swell the clamor for real indspendence and to stimulate the movement
for scrapping the 8 March Agreements. The stability of the Tran Van Huu
cabinet will be gravely shaken inasmuch as Huu, a man thoroughly reliable
from the French point of view but generally unpopular, was appolnted by
Bao Dai in an effort to appease the French anxietles which had been
aroused by the national independence line of the precsading ceblnet.
Unless the French Government drastically altered its policy, it is
doubtful. whether the state could be kept alive except as an appendage of
the French administration in Indochina.

Bao Dai's removal from the Indochina scens would preclude any fur-
ther Asian support for the Jestern effort there and would undermine
the effsctiveness of the US ald program,
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BIRMA
Orounds for Soclalist split appearing—ithile there have bsen oeriodic HEs

rumors of an impending spli.t. in the influential Burma Soclalist Party
(BSP), which makes up the majority in Parliament, only recently has
there bean any outward indleat ion of such a possibllity. It now appears
that fragmentation of the BSP over the guestion of Burma's orlentation
in the cold war is & possibility in ths near future. The Burmess Govern-
ment, supparted by a majority of the Socilalists, has espoused a foreign
policy of neutrallity betwesan East and West, but has shown incressing
willingness to saek and acespt Jesstern ocouomic and military assistancs.
The left wing minority of the BSP, however, has adpted a strong pro=
Sovlat position in oppositlon to the Govermment, although it continues
to denounce theo Burmess Communlsts as vigorously as any anil-Commnist
group in Burma.

The left wing's attitude is most clesxly demmstrated by the bla-
tantly communist-line editorials of the Scclalist newspaper. A May Day
spesech by Thakin Lwin, president of the Socliallst-sponsored Trade Union
Congress (Burma), also criticized the Govermmnt for not adhwring to its
ammounced policy and for bscoming too friendly with the West. Lwin adve-
cated closer relations with the USSR and its satellites, at the expensse
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of the Western powers, and recommended affiliation of his labor organi~-
zation with the WFIU,

The Burmese Government has apparently been somewhat perturbed by
this turn of events, and Government attempts to placate this extremist
elament include taking steps to establish diplomat ic relations with the
USSR and other Eastern European countries, while contlming to nsgotiate
for aid from the Jost. Socialist leaders, while sxpressing dissatisfac-
tlon with the antics of the irresponsible elements of their party, sesm
more concemed with the timing rathsr than the substance of their actions.
It seems likely, therefore, that Govermment and Soclalist leaders will
attempt to muzzle their embarrassing colleagues, but will make every
effort to avold an open party split, in the hope that the entire matter
will blow over without damaging Burma's relations with either Commnist
or non-Communist nations,

If the leftists persist in their anti-Govemment activities, how-
ever, the Soclallsts appear to have no alternative but to force their
withdramal from the party. In such anevantuality, it is bsllieved that
most Soclalists will support the Govemmonk, but not without considerable
misgivings. As for ths splintor group, it probably would not go under-
ground or Join the Burma Communist Party but lnstead mould constitute
& raucus minority group advocating acceptance of the international
Communist position and capable of attracting support from the Socialist
majority if for any reason they should becoms disillusioned with the
Governament .
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SECTION III. MAO Tse-tung's Report to the Cantral Commuittee

The Chinese Communists' latest major policy statement, a report de-—
livered by MAO Tse~tung to the Central committee of the rarty on & June,
frankly acknowledges the many problems which presently confront Communist
China and exprasses full confldence in their eventual solution, The major
points of MAQ's statement are:

Economi¢: Steps are bein; Laken to nllaviate fanine, unenployment,
and general econonic dislccation, but a "iundamental turn for the better...m
in the sconomic situation cannot be expected for some three years. Com-
pletion of aprarian reform in an orderly manner, a npeadjustment of in-
dustry and commerce," and "large-scale" reductiocns in Government expendi-
tures are necessary prerequisites to this baslc economic upswing, A
chan-e stould be made from the present pollicy of recuisitioning the surplus
property of rich peasanis to a polley of “preservini a rich peasaat economy
in order to help the early restoratlon of production,..™ Further, the
tax burden must be lightened and the idea of the "sarly elimination of
capltallism,..is wrong and unsuitable to the conditions of our country."

(A distinction is made between the old, well-consollidated nlibersted"
areas and the newly-occupled resions of South and Jest China, which sug-
gests that soclalistic planning may be pushed at an early date in old
areas, but postponed in the new, perhaps for a considerable period.)

administrative: The Party, nou grown to a membership of 4} million,
contains ncareerist" (i.e., opoortunist) elements which must be cleaned
out, In future recruitment of Party membsrs, the proportion of workers
in the ranks must be increased. The need for increased self--criticiasm
among Farty and government workers is emphasized, as well as for strength-
ening sympathetic ties petween the leaders and the led, systematic sduca~
tional reform and further development of the work of the Pecople's Confer-
snces of All Gircles.

Militarys Communist consolidation 1s being hampered by the activi-
ties of "impariallistt.supported Kuomintang agents and "more than 400,000
bandits are yet to be annihilated.” The trasolute suppression® of these
slements is called for, &l though leniency is to be exarcised in the case
of those who are forced to act as accomplices and are not the principal
culprits. Regarding Taiwan snd Tibet, the n]iberation” of these places
will be "a serious task", (Unlike the Party's 1950 New Year's massage,
this statement does not commit the Conmunists to the conquest of thess
aress in 1950.) A partial demobilization of the Army (beginning in 19%0)
is called for, as a major step toward redicing Governmsni expenses. Such
demobllization must not be undertaken, however, to the detriment of re-
maining military objectives.
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Significance: Taken as a whole, MAO's atatement reflects the chimse
Communists® confidence in the security of their position, despite both
serious internal problems and a recent growbth of popular hostility to
the regime., Although economic hardshlps have been the principal cause
of popular diswmntent, MAO is willlinz to pgo far toward explainlng the un~
happy econonic facta of life to the Chinese peopls. There is no sugges-
tion of deep concern and no attempt 1s made to allay disemntent by making
promises of early Comnunirt-acinleved prosnerity or of outside aid from
any aquarter, Instead, the intention is to encourage the more enterprising
and oroductive elemcnts of Chinese soclety, such as mwosoerous peasants
and businessmen, by calliny for changes favorable to their interests and
by reaffirmin-: the doctrine of "New Democracy®, which claims that Chinese
soclalism is a distant, not an early, goal.

¥AQ'3 comment on "careerist" elements within the Party, and ths neea
for more self=cpriticism and closer relations with the people, adds little
to past Commnist pronouncemsnts on these matters., Usficiencies in this
sphere have cleariy impeded the amooth implementation of the Communist
"take-over” program and have played noc small role in the recent declins
in the resim's prestige. llonetheless, no major purge of the Party is
anticipateds at this tlms, Although the Party's strength has doubled since
1947, even now it represents only one percent of China's population, a
gize %oo small for its Job. 4an all-out effort at thils time to achieve
the Stalinist ideal of a small, disciplined and dedicated Party membership
would be prematare and would diminish, rather than augment, the Chinese
Communigts?! capabiiities for consolidatins control.

The screening of “"careerists® probably will not affect more than a
small proportion of the present membership, and continued recruiting is
likely to restore the losses, .hlile MAO's statement indlecates that the
Communisats are Keenly aware of their adminisirative weaknesses and are
taking whut steps they can to relieve the situation, therc is no suggas~
tion of fear that the regime will flounder on this problem.

MAQ's astimate of 400,000 bandits still to be suporessed by the Com-
munists ls believed fairly accurate. liost obsarvers, however, are in
accord with his Implied bellef that the guerrillas, while a nuisance of
considserable magnitude in some areas, offer no real thrsat to Commanist
control of the malnland.
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